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THE REVIEW OF ECONOMIC STATISTICS 



II. THE HISTORY OF OUR FOREIGN TRADE 
BALANCE DURING THE GREAT WAR 

A. Introduction 

With the great war came a profound dislocation of 
international commerce. Exports from the United 
States have grown into figures such as have never been 
witnessed in any country. There has been an inflow of 
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(^ Dotes refer to fiscal years ) 

gold SO enormous that today the United States is hold- 
inig one-third of the total monetary stock of the world. 
A nation which down to 191 4 had been the world's 
greatest borrower of capital has become the world's 
greatest lender, in the scale and rapidity of its advances 
if not in the total amount at present outstanding. 
Finally, our merchant marine, virtually moribund since 
CiAdl War times, has been revived, at least temporarily, 
on a gigantic scale. 

And this is not aU. As a result of war's interferences 
with normal economic activities, there have been other 
significant realignments of international currents. For 
the time, at least, a great change has taken place in 
the organization of commerce. Before the war the 
British and German merchant, fleets in their voyages 
around the world brought back all sorts of products 
from all corners of the earth, to be redistributed over 
the world. The United States acquired its Egyptian 
cotton, its Far Eastern and Brazilian rubber, its East 
Indian and BoliAaan tin, its Australian and Argentine 
wool largely through these great trading nations. 
Today we buy our raw materials direct from the 
producing countries. The -reexport trade of Hamburg 
has, of course, been stopped; that of London has de- 
clined; and the United States has become an important 
reexporter. In the minds of some, the growth of re- 
exports appears to signify our permanent participa- 
tion in international merchandising, in the middleman 
functions of world commerce, with New York as a 



central world market from which there wiU extend a 
world-wide distributive organization, operating through 
American banks in foreign countries, American export 
and import houses around the world, and, as the central 
pillars of support for so vast a structure, large capital 
investments in other lands and a great merchant fleet. 
That is one of the interesting questions. Is our reexport 
trade to grow, or is it only incidental and sporadic? 
Is New York to become an international trading 
center, a second London, or have we taken over 
some of the functions and constructed some of the 
machinery of such a center merely for the time, and 
because temporarily we have been obliged to do so ? 
During the war there has been a remarkable extension 
of American banks into foreign fields, and at home the 
establishment of agencies for the analysis and promo- 
tion of foreign investment. By new commercial and 
banking legislation we have provided a more adequate 
basis for a large-scale, permanent business of export. 
Our foreign trade conventions and councils are con- 
ducting educational campaigns to prornote foreign 
trade. Do these activities point at once to a two-fold 
permanent development of large-scale foreign invest- 
ment and foreign trade, similar to that of Great Britain 
and Germany before the war ? 

Our unprecedented export trade during the war, our 
enormous loans to Europe, and the revival of our mer- 
chant fleet have brought about a profoxmd change in 
our balance of international payments, so that, for the 
time at least, the United States, up to 1914 a debtor 
nation, has become the world's creditor. Such a condi- 
tion implies the receipt of payment from the debtor, 
either in gold, in securities, or in goods. Payment of our 
enormous balances in gold is out of the question. Pay- 
ment in securities implies a continuance of the war 
condition of our trade — an outward flow of capital 
and goods, an excess of exports over imports. Such a 
movement financed, as it must be, by further credit 
expansion in European countries, and occurring coinci- 
dently with the payment of the German indemnity, 
would probably produce in the Allied countries further 
inflation of price levels, already raised to new heights in 
all countries. And if, for a time, we " carry the bag " 
and enable Europe to settle her adverse balances out 
of advances from our own pockets, eventually those 
balances, augmented by the new borrowings, must be 
paid in goods. Our imports must increase, our excess of 
exports disappear; and it may be, though that subject 
is reserved for later discussion, that an excess of im- 
ports will take its place. When will this change occur ? 
And what will be it-s effect upon the level of prices in the 
United States, as compared with that in European 
countriea? 

These are some of the interesting questions raised by 
the war just ended. Many of the larger problems we 
cannot hope to discuss in the present article. But we 
may venture the opinion that many of the claims and 
predictions regarding our new trading position are over- 
optimistic. Our view regarding reexports, for example, 
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is that this country has not yet developed the intri- 
cately coordinated international mechanism of banking, 
trading, merchandising, and speculating to the extent 
necessary for a permanent reexport trade of large dimen- 
sions. Our acceptance and discount facilities are as yet 
comparatively slight. At present our only real accep- 
tance market is in the federal reserve banks.^ 

We shall confine ourselves in the present article to 
the consideration of those questions which arise directly 
out of the changes which have occurred in our balance 
of international payments; these questions are: What 
has been the state of our balance of payments during 
the war ? What further changes are likely to result ? 
We take up first the statement of the balance in the war 
period, beginning with the merchandise trade. 

B. Merchandise 

The following table shows the balance of trade of the 
United States from July i, 1914 to January i, 1919. 

UNITED STATES BALANCE OF TRADE DURING 
THE WAR 

(Units of $1,000,000) 





Exports 


Imports 




Fiscal years 


Com- 
modities 


Silver 


Total 


Com- 
modities 


Silver 


Total 


exports 


lOIc; 


2768 

4334 
6290 

5920 
3175 


SI 

60 

78 

139 


2819 

4394 

6368 
6059 

3334 


1674 
2198 
2659 
2946 
1485 


29 
34 
35 
70 

36 


1703 
2232 
2694 
3016 
I52I 


II16 


1916 

1017 


2162 
3674 

3043 
1813 


I918 

1918 (July-Dec.) 


Total 


22487 


487 


22974 


10962 


204 


1 1 166 


1 1 808 


Yearly Average . 


4997 


108 


5105 


2436 


45 


2481 


2624 



The table shows total exports of $22,974,000,000 and 
imports of $11,166,000,000, or a favorable balance of 
$11,808,000,000. This enormous balance, in four and 
one-half years of trade, is equal to the sum of the annual 
balances from 1873 to 1914.^ For the pre-war period, 
as we have seen, the average annual excess of exports 
was about $487,000,000; during the war the average 
balance was $2,624,000,000, or the equivalent of the bal- 
ances for five years of the pre-war period. 

These large balances were due entirely to the expan- 
sion of exports, and not to a diminution of imports. 
The quantity of goods imported has undoubtedly 
diminished; for Europe, upon which we were wont to 
draw most heavily, was no longer able to spare any 
large quantity of merchandise, and we, especially after 

' A computation by Mr. Leopold Frederick, of the American 
Smelting and Refining Company, showed that at the end of Novem- 
ber 1918, the total of outstanding acceptances representing the financ- 
ing of imports and exports through New York was only $210,000,000, 
as against $500,000,000 in London. See Federal Reserve Bulletin, 
January i, 1919, p. 21. 

^ Excess of exports, 1873-1914, $11,754,849,000. 

' Fiscal years, including silver. This increase of 77 per cent in the 



our entrance into the war, were forced by the need of 
conserving tonnage and by other considerations to 
restrict most imports not essential to the conduct of the 
war. Yet such was the rise of prices in the producing 
markets, that the total value of imports showed a very 
material increase. In 191 5 the value of imports was 
about the same as in any of the immediate pre-war 
years; but from 191 6 on there was a considerable in- 
crease, from $1,703,000,000 in 1915 to $3,016,000,000 ^ 
in 1918. This increase of about $1,300,000,000, how- 
ever, was slight compared with that in exports. The 
increase of exports showed itself first in the fiscal year 

1916, For the first months of the war exports declined 
sharply; and it was not untU December 191 4 that they 
reached the level of the preceding year. From then on 
the expansion was rapid, but by reason of the decline in 
the autumn of 1914, the export figures for the fiscal year 
191 5 were but little above those of 1914.* In 191 6 ex- 
ports were about 81 per cent greater than in 191 4. In 

191 7, they reached the extraordinary figure of $6,368,- 
000,000, an increase of 163 per cent over the exports of 
1914; the trade balance in that year was $3,674,000,000, 
or over six times the balance of 1912, over five times 
that of 1913, and nearly eight times that of 1914. In 

1918, exports receded slightly, imports were slightly 
larger, and the trade balance declined to $3,043,000,- 
000. But in the fiscal year just closed, according to 
the preliminary figures announced by the Department 
of Commerce, exports increased to $6,806,000,000, the 
largest total in the history of American foreign trade; 
the trade balance also reached its highest point, $3,704,- 
000,000. 

These enormous exports were due to the war de- 
mands of Europe, and to the great rise in export prices 
consequent upon that demand. In some measure, they 
were due to the fact that the Allies were not able to 
meet the needs of neutral markets, notably in South 
America and the Far East, in anything like the volume 
of normal times, so that those countries turned to the 
United States for manufactured goods. With the chief 
of these latter countries, however, the trade balances 
have been against us. Exports to Argentina in the 
period July i, 1914, to July i, 1918, were $285,000,000, 
against $544,000,000 imported from that country, giv- 
ing an adverse balance of $259,000,000; total exports to 
Brazil were $187,000,000 and the imports $490,000,000, 
giving an adverse balance of $303,000,000; from Japan 
the imports were $740,000,000 and the exports thereto 
$523,000,000, making the balance against us $217,000,- 
000. In general, our trade balances have been markedly 
favorable with the Allies, moderately favorable with 

value of imports should be compared with the increase in prices, 
which, as shown by various index numbers, was from 81 per cent to 
91 per cent during the same period. See p. 241, below, for a chart of 
monthly imports and exports 1911-19. 
* (Units of $1,000,000) 

Exports Imports 

1914 2,420 1,924 

1915 2,819 1,703 
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the British possessions and European neutrals, and un- were in explosives, iron and steel goods, chemicals, and 

favorable with neutrals outside of Europe.^ metal for shells. Explosives increased from $21,000,000 

Our exports have expanded and our trade balances to $1,716,000,000, manufactures of iron and steel from 

have grown because the belligerent nations of Europe $1,055,000,000 to $3,140,000,000, chemicals from $105,- 

have needed enormous quantities of food and materials 000,000 to $662,000,000, and brass manufactures from 

of war. Of the three large classes which compose inter- $20,000,000 to $662,000,000. Only less striking were 

national trade — foodstuffs, manufactures, and raw the increases in cotton manufactures (from $154,000,000 

materials for manufactures — the great gains have been to $485,000,000), in woolen manufactures (from $15,- 

in the first two. Exports of raw materials actually de- 000,000 to $122,000,000), in automobiles (from $97,- 

clined — from $2,960,000,000 in the four years preced- 000,000, to $420,000,000), and in leather goods (from 

ing the war to $2,675,000,000 for the period July i, 1914 $158,000,000 to $350,000,000). In 1914 manufactures 

to July I, 1918. The reason for the decline was the constituted 47 per cent of our total exports. During 

partial or total closing of European markets. The chief the war period they were 58 per cent, 

export in this group is cotton. With the outbreak of Enormous as these figures are, they do not tell"' the 

war, cotton shipments to Central Europe and to Belgium whole story of our foreign trade expansion. They do 

ceased; those to Russia dwindled to almost nothing; not include exports to Europe on government account, 

those to Great Britain, France, and Italy, our other It is matter for surprise, for example, that the exports of 

principal cotton markets, were materially reduced by 1918 should have fallen below those of 1917, by $362,- 

the loss of labor and the utilization of factories for other 000,000. Even more striking is the fact that all of this 

work, and the reduction of their exports of cotton manu- apparent diminution occurred in exports to Europe. In 

factures. Cotton exports therefore fell from 36,000,000 191 5 our exports to Europe increased $485,000,000, or 

bales, the aggregate for the four years 1911-14, to 32 per cent over those of the fiscal year ending June 30, 

25,000,000 bales in the four years 1915-18. The in- 1914; in 1916 they increased $1,028,000,000, or 52 per 

crease of prices, however, prevented the total value of cent; in 1917 there was a further increase of $1,325,- 

cotton exports from showing a corresponding decline.^ 000,000, or 44 per cent. But in the fourth year of the 

Meanwhile, exports of food and manufactures have war, exports to Europe declined $587,000,000, or 15 per 

increased enormously. Foodstuffs increased from $1,- cent; and this decrease occurred in the year when the 

757,000,000, the total for the four years preceding the war was most intensely fought, when the participation 

war, to $4,780,000,000 for the four years July i, 1914, to of the United States, in men, materials, and money, was 

July I, 1918. This increase occurred mainly in four at its highest point, and when our loans to the Allies, 

commodities -— wheat, flour, meats, and dairy products, which were used by them chiefly for the purchase of war 

Comparing the four-year period preceding the war with supplies in the United States, aggregated about $4,600,- 

the four years ending with July i, 1918, exports of 000,000 in the twelve months ending June 30, 1918. In 

wheat and wheat flour increased from $432,000,000 to the fiscal year 1918 we sent more than 1,000,000 troops 

$1,456,000,000, or 237 per cent; and meat and dairy to Europe, and with them large quantities of food and 

products exported increased from $605,000,000 to equipment. These facts indicate that the total value of 

$1,609,000,000, or 166 per cent. goods exported in 191 8 must have exceeded considerably 

But it was in manufactures that the most extraordi- the exports of 191 7, and that the apparent decline was 

nary expansion occurred. From $4,210,000,000 in the due to the presence of a large " unrecorded export." 

four pre-war years, manufactures exported increased to It has been the general practice of nations — except 

theenormous total of $11,380,000,000. The chief gains of Great Britain since July i, 1917 — to omit from 

the ofiicial trade statistics all goods belonging to the 

' Foreign Trade op the United States* government or shipped on government account. No 

^^°'''^ record is made at the custom houses of the United 

1914 1915 1916 1917 

Active allies $693,968,563 $534,124,432 $667,232,314 $747,295,233 States of the quantity, character, or value of materials 

British possessions . . . 336,918,320 317,821,270 533,220,299 646,598,758 i • t • . , , ^ • 1 11 

European neutrals . . . 121,414,110 110,772,198 148,938,161 195,780,983 Snipped m trausports, troop snips, or naval vessels be- 

active allies 509,655,080 597,775,i6o 832,156,178 1,067,593.743 louglug to Or Controlled by the govemmeut. No official 

Exports information is available as to the total value of these 

ActivealUes $1,023,642,533 $1,632,395,479 $2,883,798,515 $4,208,602,764 , rr-ir j. ii j_ 1 i, i . , . 

British possessions .. . 473,290,875 426,503,339 652,182,613 1,015,159,786 exports. 1 hat they must have Deeu Very large IS plain. 

European neutrals ... 191,071,325 411,136,007 362,569,583 441,632,322 o • j' j.' r ii • • j. 1 ji i 

Other neutrals and in- Some indicatiou of their importance may be gathered 

active allies 304,593,951 267,220,837 434,201,485 625,778,144 -i • e t ^ r r ,1 .... r 

by inference. In an appeal for further restnction of 

Balances , . . 

Active auies +$329,673,997 +$1,098,271,047 +$2,216,566,201 +$3,461,307,531 domestic cousumptiou of certain foodstuffs. Food 

British possessions ...+ 136,372,555 + 108,682,069+ 118,962,314+ 368,561,028 AHminktrfltnr TTnnvpr (Tfl vp rprtnin etnHctiVc nf *»YT-.r%rfc 

European neutrals . . . + 69,657,215 + 300,363,809 + 213,631,422 + 245,851,339 /luminibtrator xioovcr gavc certdiu staiisucs 01 exports. 

°act'ive'SuS.''.°^.'.°" - 205,061,129 - 330,554,323 - 397,954,693 - 441.815.605 He said that in the year ending July i, 1918 exports of 

Whole World Totals meats and fats to the AlUes, Belgium, certain neutrals, 

B»p°"^ $1,893,925,657 $1,674,169,740 $2,197,883,510 $2,659,355,183 and our own armies aggregated 1,550,000 short tons. 

Exports 2,364,579,148 2,768,589,340 4,333,482,885 6,293,806,090 °° ° '^^ ' 

Balance + 470,653,491 + 1,094,419,600 + 2,135,599,375 + 3,634,450,907 The official figure of exports of meats and fats through 

• The Americas. November, 1917, p. 3. jhe customs to the varfous couutries named was 1,318,- 

2 0. p. Austin, The Americas, July, 1918, p. 19. ooo tons. Shipments of breadstuffs he put at 6,800,000 
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tons, as against an aggregate of 5,168,000 tons reported 
by the custom houses. Even greater must have been 
the unrecorded exports of war materials. Explosives, 
firearms, and brass for the manufacture of shells showed 
in the fiscal year 1918 a falling off aggregating $792,000,- 
000 from the exports of 191 7, and this in a year when we 
were sending abroad 1,000,000 troops and with them 
vast quantities of war equipment.^ Our unrecorded 
exports of 191 8 have been unofficially estimated at 
30 to 35 per cent of the recorded exports. In the 
absence of official figures, however, we shaU not attempt 
any correction of the custom house statistics of trade. 
It should be noted, too, that the great bulk of the un- 
recorded exports were for our own military use abroad, 
and that, as such, they were paid for on this side, by and 
for our own government, and thus formed no part of 
European imports, in the strict sense, or of the balance 
of European indebtedness to the United States. 

Except for such exports as may have been carried for 
European account in United States government trans- 
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ports or other vessels, our concern is thus exclusively 
with the recorded trade statistics; and these show that, 
by reason of the extraordinary expansion of exports, the 
aggregate excess of exports of merchandise and silver 



over imports was for the period July i, 1914 to January 
I, 1919, f 1 1,808,000,000. The accompanying chart 
shows our foreign trade in the war period as compared 
with that of the immediate pre-war years. 

C. Gold, Credit, and Foreign Exchange 

How was this enormous balance met ? It was met in 
part by a net import of gold. As was to be expected, 
the international movement of gold during the war sur- 
passed anything previously known to conomerce. Both 
the exports from and the imports to the United States 
were very much larger than ever before. Most of the 
gold imported represented purchases made by Great 
Britain, France, Russia, and Italy. They reached us 
chiefly through Canada, so that in our official record 
that country was credited with exceedingly large gold 
exports to the United States. Imports of gold ore, 
buUion, and coin into the United States from July i, 
1914 to December 31, 1918, aggregated $1,767,900,000, 
as against gold exports of $738,900,000, leaving a total 
net import of $1,029,000,000. 

GOLD BALANCE OF THE UNITED STATES DURING 
THE WAR 

(Units of $1,000,000) 





Exports 


Imports 


Balance 


Fiscal years 


Excess of 
exports (+) 


Excess of 
imports (—) 


roic 


146.2 

90.4 

291.9 

190.8 

19.6 


175-0 
494.0 
977.2 
109.8 
II.9 


81.0 

7-7 


28.8 


I916 


403.6 


1917 

1918 


685-3 


1918 (July-Dec.) 




Total 


738-9 


1767.9 




1029.0 * 


Yearly Average . 


164.2 


392-9 




228.7 * 



* Net imports. 

As an offset against a favorable trade balance of over 
$11,000,000,000, this sum is inconsiderable. But when 
considered in relation to the world's stock of gold, its 
effect upon bank reserves in the countries from which 
it came and in our own country, its relation to the huge 
superstructure of credit piled up in all belligerent 
countries, the resultant changes in price levels, and the 
mechanism of foreign exchange whereby international 
transactions are effected, its importance is evident. 
The approximate stock of gold in the United States in 
1910 was $1,710,000,000; in 1914 it was $1,805,098,000. 
By the end of 191 7 it had increased to $3,041,500,000, 
or about one-third of the world's total stock of gold in 
banks, public treasuries, and circulation.^ In 1918 there 
was a slight net export of gold, amounting to $67,000,- 
000 for the fiscal year; on the other hand the total gold 
reserves of the federal reserve banks increased from 

1 The Americas, November, 1918, pp. 21-25. 

2 Report of Committee on Gold Situation, United States Depart- 
ment of the Interior, Bulletin 144, October, 1918, p. 19. 
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$1,720,768,000 (December 28, 191 7) to $2,146,219,000 
(December 28, 1918).^ 

This large increase in our gold stock meant a heavy 
drain upon the gold stocks of Europe. According to the 
Report of a Joint Committee Appointed from the Bureau 
of Mines and the United States Geological Survey to study 
the gold situation (Bulletin 144, Oct. 30, 1918), the gold 
stock of France decreased from $1,384,125,000 in 1915 
to $634,403,000 in 1918, and that of England from 
$661,944,000 to $327,318,000 in the same period. In 
Italy gold reserves declined from $335,689,000 to 
$155,785,000; the German stock decreased from $714,- 
073,000 to $587,041,000; that of Austria Hungary from 
$296,300,000 to $52,398,000; and the gold stock of 
Russia decreased from $1,058,480,000 to $630,099,000 
by October 29, 191 7, since which time no figures are 
available. 

These figures indicate that there was a heavy deple- 
tion of the total gold stocks in the European belligerent 
countries. In the neutral countries of Europe, the gold 
stock was increased. Especially was this the case in 
Spain, the Netherlands, and Sweden,^ by reason of the 
increase of exports and decrease of imports occasioned 
by the war. It should be added that the statements of 
the Bank of England, the German Reichsbank, and the 
Bank of France indicate not a decrease but some in- 
crease of their gold reserves, between December 1913, 
and December 191 8; this was due to the concentration, 
in these banks, of gold formerly in circulation, which 
was replaced by paper money, and is not indicative of 
an increase in the total stocks of gold in these countries. 

The important consideration is that in all of the bel- 
ligerent nations of Europe there was a very considerable 
enlargement of the superstructure of credit, and that 
this expansion occurred in some countries on a basis of 
depleted gold reserves, and in the others on the basis of 
gold holdings only slightly larger than those of the im- 
mediate pre-war period. Expansion of credit was in 
every country an inevitable result of the war. In the 
United States it has been far less pronoimced than in 
Europe; and by reason of the establishment and de- 
velopment of the federal reserve system, its basis has 
been more secure. In spite of a great increase of federal 
reserve notes, an increase due in part to the substitution 
of these notes for gold certificates, the cash reserves are 
at present over 50 per cent of the combined net deposits 
and federal reserve notes in circulation. Between April 
I, 1914 and April i, 1919, the total amount of currency 
doubled, and the percentage of gold coin and bullion 
decreased from 51.1 per cent to 40.8 per cent. It is 
probable, however, that the latter percentage is as 
effective in maintaining convertibility under the federal 
reserve system as was the former percentage under the 
national banking system. 

1 Annual Report of the Federal Reserve Board, 1918, p. 15. 

2 Gold coin and bullion (Units of $1,000). 

July $1, 1914 July 31, 1918 

Bank of Spain $105,798 $413,728 

Riksbank (Sweden) 24,746 69,510 

Bank of Netherlands 65,140 287,479 



STOCK OF MONEY IN THE UNITED STATES 
ON APRII. I, 1914 AND APRIL i, 1919 





April I, 1914 


April I, 1919 


Per Caoita 


134-99 


$54.56 






Million 
dollars 


Per cent 
distrib. 


Million 
dollars 


Per cent 
distrib. 


Total 


3,774 


lOO.O 


7,587 


1 00.0 






Gold coin (including bullion in 
Treasury) 


1,927 


Si-i 

19.9 
29.0 


3,092 
2,696 

880 
919 


40.8 


Federal reserve notes 


35-5 
11.6 


Federal reserve bank notes and 
national bank notes 


752* 
1,09s 


Other 


12. 1 







* Figure for national bank notes only. 

Bank of England notes in circulation increased 133 
per cent from July 1914 to December 1918; notes and 
deposits combined increased 176 per cent; gold holdings 
increased 92 per cent. At the same time the Treasury 
issued a considerable amount of paper. The note circu- 
lation of the Bank of France increased in the same 
period 380 per cent, whUe gold holdings increased 29 
per cent. Between December 31, 1913 and December 
31, 1918 the note issues of the German Reichsbank 
increased 757 per cent, the total of notes and other lia- 
bilities payable on demand increased 964 per cent, 
while gold holdings increased 8 per cent. At the earlier 
date the ratio of gold holdings to the combined notes in 
circulation and deposits was 69 per cent in the case of 
the Bank of France, 47 per cent for the Bank of Eng- 
land, and 31 per cent for the Reichsbank. By Decem- 
ber 1918, the ratios had decreased to 16 per cent, 34 
per cent, and 6 per cent respectively. 

The foregoing discussion indicates in some measure 
the difficult position of Europe. On the one hand, the 
necessity for huge imports of food and war materials 
gave rise to an enormous adverse balance of trade, a 
situation which required heavy exports of gold, but 
which the total gold stock of the world would not have 
been sufficient to meet. On the other hand, the demand 
for credit of aU sorts gave rise to an extraordinary in- 
crease of paper currency, a situation which rendered 
imperative the protection of the gold reserves. The 
result was the placing of embargoes on the export of 
gold, and the breakdown of the normal mechanism of 
international transactions. 

It is unnecessary to describe in detail the workings of 
the foreign exchange mechanism, but we may recall its 
essential principle: that in response to the conditions of 
demand for and supply of bills of exchange (represented 
respectively by those who owe payments abroad, and 
those who receive payments from abroad), exchange 
fluctuates within the narrow limits of the " gold points," 
and cannot depart farther from par, for the reason that 
with the rate at specie point it becomes cheaper to make 
or receive payment (as the case may be) in gold, in- 
cluding cost of carriage overseas, than by bills of ex- 
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change. Gold thus flows out of or into the given country- 
according as exchange is at the gold export point (un- 
favorable to importers and other debtors to the outside 
world) or at gold import point (unfavorable to exporters 
and other creditors of the outside world). Such, very 
baldly, is the basic principle of the exchanges in peace 
times. In practice, important modifications need to be 
made. Exchange rates fluctuate and gold flows between 
countries not merely in response to the movements of 
the balance of international payments but also in re- 
sponse to fluctuations in interest rates in the important 
money centers. When money is " easy " in some cen- 
ters and interest rates are rising higher elsewhere, 
bankers arrange temporary transfers of credits to take 
advantage of the situation. Likewise, pronounced sea- 
sonal variations in the trade between countries are 
anticipated and to some extent offset by an interchange 
of finance bills among international banks. By arbi- 
trage operations, whether of buying or selling, advan- 
tage is taken of any temporary difference between the 
exchange quotation at one place and its counterpart at 
another. Speculative dealers in exchange buy for the 
rise and sell for the fall, on narrow margins of fluctua- 
tion. Balances of payments are settled in large part by 
the flow of securities and other forms of credit. Bal- 
ances between any two countries are frequently settled 
by means of exchange upon a third country. If, for 
instance, France should owe the United States but had 
a favorable balance with England, and if the United 
States should owe England, France would pay the 
United States by giving drafts on London, and would 
thereby collect her credits and settle her debits by one 
operation. Arbitrage transactions even more round- 
about than this three-cornered operation are frequently 
resorted to in order to avoid shipping gold. Moreover, 
gold movements may be, and commonly are, induced or 
checked as occasion requires by the simple expedient of 
lowering or raising the discount rate. In general, the 
devices of bankers for settling balances are so manifold 
and complex that actual gold shipments are an incon- 
siderable item in normal times. Nevertheless, gold 
parity and the gold points constitute the basis of the 
exchanges, and where balances of indebtedness run one 
way for any considerable length of time or in any con- 
siderable magnitude, they compel a resort to gold ship- 
ments as the ultimate corrective. 

During the war, however, by reason of the magnitude 
of our international balance, the heavy drain of gold in 
one direction, the disruption of the forces which tend 
normally to correct balances and compensate gold 
movements, and at the same time the imperative neces- 
sity of protecting bank reserves, gold exports have been 
reduced to a minimum by government order; so that 
the dehcate mechanism of the gold points has been 
upset. For the greater part of the war substantially all 
the commercial countries of the world were more or less 
off the gold monetary standard. The fluctuations of 
exchange rates were therefore much wider and more 
violent, in the case of most countries, being governed 



wholly by the conditions of supply of and demand for 
bills, without the possibility of gold movements to re- 
lieve the pressure on the rate. So violent did exchange 
fluctuations become and so abnormal were the levels 
reached that it was necessary to subject the principal 
exchanges to arbitrary stabilization arrangements. 

In a study like the present, knowledge of the mechan- 
ism of the exchanges is less necessary than is the under- 
standing of their relation to the balance of international 
pa3Tnents. Exchange rates, as has been said, register 
significant changes in international currents. To some 
extent, too, they register the value of a nation's cur- 
rency, since they set up effective comparison with 
foreign gold monies. Especially is this comparison im- 
portant in the case of those countries which, while en- 
gaging heavily in international trade, have not set up, 
or have suspended, specie pa)Tnents. During the war 
most European belligerent countries, and also Chile 
and Brazil, were on a paper currency basis; and their 
exchange rates have been affected by this circumstance, 
as well as by the alterations in their balances of inter- 
national indebtedness. 

It is therefore interesting, and essential for an under- 
standing of our international situation, to follow briefly 
the course of the New York quotations of the principal 
exchanges. In a normal year exchange rates in New 
York move in sympathy with the export trade. Each 
fall the exports give rise to a supply of bills so great as 
to exceed demand, and exchange moves toward gold 
import point. In the spring and early summer, after 
the old crops have been paid for and before drafts have 
been offered in anticipation of the new, exchange is 
usually against us, moving toward the gold export 
point. Then the decline sets in again. Ordinarily, it is 
apparent some months before the new harvest is actu- 
ally in the market, because of our practice of borrowing 
from Europe, through finance bills, in anticipation of 
the coming exports. But at all times, as has been said, 
the range of fluctuations is exceedingly narrow, being 
Hmited by the cost of shipping gold. The Review's 
study of New York bankers' sterling sight rates, based 
on monthly averages from 1889 to date, indicates the 
following facts; (i) that there is a marked seasonal 
variation,^ the rate rising gradually from January to 
Jime, when it reaches its highest point, then falling 
sharply to September and then more gradually to its 
lowest point in October, after which the rate turns 
slowly upward; (2) that the range of variation is ex- 
tremely narrow, the upper limit being one-tenth per 
cent above par, and the lower limit 20 per cent below 
par; (3) that there is a remarkably close inverse rela- 
tion between the seasonal variation of the exchange rate 
and the seasonal variation of exports, the former rising 
and falling as the latter diminishes and increases. These 
features are shown by the accompanying charts. The 
charts of monthly exchange rates in the Appendix also 
show the monthly range of variation since 1889. 

1 For the method of computing seasonal variation see the January 
number of the Review. 
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During the war these normal movements of exchange 
have of course been disrupted. In the spring of 1914 
exchange was at gold export point — about $4.8820 in 
New York; for not only did imports exceed exports in 



balances as our bankers had abroad. American credits 
in London were quickly exhausted. In addition, the 
City of New York owed abroad short-time notes 
amounting to $80,000,000, and maturing before the end 
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those months, but there was considerable return of 
American securities, especially from the Continent. 
Gold shipments in these three months amotmted to 
$89,500,000. But by the end of June the rate began to 
decline, as in the normal way already described, by 
reason of the drawing of finance bills on the coming 
harvest. Then came the outbreak of the war, and con- 
fusion in the exchange markets such as has rarely been 
even approached. On July 20th occurred a violent 
break on the Vienna Stock Exchange, European dis- 
count rates advanced, and sterling exchange in New 
York rose to $4,883. Continental debtors to London 
could not meet their engagements. London acceptance 
and discount houses thus became liable for bills ac- 
cepted, the sum total involved amounting to about 
$1,750,000,000. In New York there was a rush on the 
part of European holders to sell American securities, 
thus creating debits against this country, which were 
estimated at $350,000,000 to $500,000,000.-^ As has 
been said, American bankers had, in the normal manner, 
contracted short time loans in London in anticipation 
of the exports; but the usual fall movement of cotton, 
wheat, and other products was checked by the fear of 
raiders, and the loans, which were estimated to be 
approximately $250,000,000,^ had to be met out of such 

^ John J. Arnold, " The American Gold Fund of 1914," Journal of 
Political Economy, July, 1915, p. 697. ^ Ibid., p. 698. 

^ See Hartley Withers, War and Lombard Street, App. I, pp. 133-147. 



of the year 1914. Those in urgent need of meeting 
their London engagements bid high for exchange. On 
July 27 both spot and forward delivery quotations were 
discontinued, and demand exchange was quoted at 
$4.92, far above the gold shipping point. From Jvily 27 
to August I, $36,000,000 of gold was engaged for export. 
But in a few days it was impossible to send gold. The 
Kronprinzessin Cecilie, carrying gold for London, was 
obliged to turn back on August 4th. In other words, 
our bankers were compelled to default on payments due 
to London. On August 2, for the first time in English 
experience, a moratorium of one month was declared 
on biUs of exchange accepted before August 4.^ On 
August I quotations of cable transfers in New York ran 
as high as $7 per pound; marks rose to $1.04; and francs 
were almost unobtainable at 4.25 per dollar. 

For about two weeks, until England's fleet had 
opened the Atlantic, neither goods nor gold could be 
dispatched to Europe. But on August 12, the Bank of 
England obviated the necessity of gold shipments by 
establishing a branch at Ottawa, in which gold de- 
posits were to be counted as reserves of the Bank and 
therefore as covering English credits. With exchange 
at $6 to $7 per potmd the American importer was at a 
ruinous disadvantage, while the exporter by selling his 
exchange in the open market could secure about 50 per 
cent above his merchandise profit. As a temporary 
expedient, in view of the enormous settlements accruing, 
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the prominent New York banks fixed an arbitrary rate 
of $5 for sterling and $i for five francs or four marks. 
On September 19, 1914, came the estabHshment of the 
Gold Pool. There was to be subscribed by banks in all 
reserve and central reserve cities a gold fund of $100,- 
000,000, of which 25 per cent was called for payment on 
October 13, 19 14. The managers of the pool were to 
arrange for shipments of gold to other countries, and to 
sell exchange and cable transfers against such shipments 
at prices fixed by them. The sum of $10,004,221.76 in 
gold was actually shipped to Ottawa (on September 30) 
under an arrangement with the Bank of England for a 
corresponding credit in London 

By this time the exchange situation was righting 
itself. The War Risk Insurancie Bureau was established 
by Congress on recommendation of the Secretary of the 
Treasury, and modifications were made in the regulations 
governing American registry of vessels. Thus the first 
steps were taken for the moving of the exports. In 
October exports exceeded imports for the first time 
since April. Then began the enormous upward sweep 
of exports which we have previously reviewed. By the 
end of 1 914 exchange rates on London and Paris were 
practically at normal, being quoted at $4,868 and 5.14 
respectively. In the second half of February 1915, 
they were quoted at $4.79 and 5.23. In June 1915, there 
was a break to $4.77 and 5.56. Then in August and 
September occurred a very panicky drop. Sterling 



went as low as $4.50, and francs to 6.03. This drop was 
occasioned by the enormous supply of exchange arising 
out of the exports of the new crop and the growing 
volume of war materials for Europe. 

The low rates were only temporary, however, fot 
European owners of American securities took advantage 
of the premium in London on New York exchange, 
amounting to about 7 per cent, to dispose of their hold- 
ings. In December sterling averaged $4.72. Since the 
fall of 191 5 the London and Paris exchanges have 
been subject to government regulation. Sterling has re- 
mained, until the recent " unpegging " of the exchanges, 
very steadily around $4.75 to $4.76tV, or a discount of 
slightly over 2 per cent; francs have been somewhat less 
steady, but their trend has been toward a higher value. 
From 6.00, a discount of 13.7 per cent, the average for 
April 1916, they improved gradually to 5.43, the average 
for November 1918, a discount of 4.5 per cent. 

The stabilization of the London and Paris exchanges 
was effected principally in two ways: (i) by the ex- 
tension of loans in New York to the British and French 
governments, designed to take a portion of the supply 
of exporters' bills out of the exchange market; and (2) 
by the mobilization of American securities by those 
governments, and their sale to New York, to strengthen 
the demand side of the exchange equation. There is no 
need to recount in detail the well known facts of the 
loans to support exchange. They began at the time of 
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the heavy decline of the rates in August and September 
j:9i5, with the so-called Rothschild loan of $43,000,000 
(based on the collateral of Pennsylvania and St. Paul 
Railway bonds), and the French loan, of $25,000,000, 
based on acceptances of Paris bankers as collateral. 
But the first effective relief came from the famous 
Anglo-French loan, which was negotiated with New 
York bankers on September 28, 1915, by the English 
and French Commission. It provided for the issue of 
$500,000,000 five-year 5 per cent bonds, to be a direct 
obligation of the British and French governments, and 
repayable at the end of five years or convertible into 
4 1 per cent bonds of the two governments to run fif- 
teen to twenty-five years; the proceeds of the loan were 
to be used exclusively for purchases in this country. 
The bonds, underwritten at 96I, were issued to the 
pubHc at 98, yielding about 55 per cent. Contributions 
were payable in installments as needed; the first in- 
stallment was paid on November 13, and the last on 
March 4, 1916.-^ This loan steadied the exchange 
market; for the American exporter, instead of drawing 
on his foreign customer and selling his bill in open mar- 
ket, could have his bill vis^d by the New York repre- 
sentatives of the British or French government, and 
paid immediately in American dollars out of the pro- 
ceeds of the loan. In this way an enormous amount of 
exchange was removed from the market. Altogether, 
the Anglo-French loan provided sufficient funds to keep 
sterling at about $4.76 A and francs at about 5.90 until 
April 1 9 16. Other loans were subsequently made for 
the same purpose, notably that of December 1915, when 
a credit of $50,000,000 was granted by a syndicate of 
American bankers to eight British joint-stock banks; 
the loan to the French government in August 19 16, of 
$94,000,000 by the American Foreign Securities Com- 
pany, created for the purpose; and the English 
two-year 5 per cent loan of $250,000,000, secured by 
American railroad, industrial, and municipal securities, 
Canadian government bonds, and the government 
bonds of neutral countries. 

On the other side, the government mobilization of 
American securities was begun as early as the summer 
of 19 1 5. After several appeals to the people, the 
British government placed a special tax of two shillings 
per pound sterling — 10 per cent — on American secu- 
rities, and thus induced most investors to dispose of 
their securities by sale to the Treasury. These measures, 
together with the restriction of unnecessary imports 
to Europe, and the vast sums lent by our government 
to European governments after our entry into the 
war, maintained exchange at the desired level. So 
accustomed did foreign exchange dealers become to the 
idea that the Allied governments would be able to sus- 
tain the rates, that the announcements of the various 
relief measures which have been reviewed soon ceased 
to cause the slightest stir in the market. 

Though sterling and francs were thus " pegged " 
from the fall of 1915 on, the rates on other countries 
were stiU on a " commodity basis," or more accurately 



stated, they were governed by the state of the balance 
of international payments and the condition of the 
currency of the respective nations. In general, so far as 
the exchange situation is concerned, the war divides 
into two periods, and the rates into two classes. Prior 
to our entry into the war, the distinctive feature was 
the heavy discount on the New York rates of the bellig- 
erent European countries. The neutrals, too, were at 
var3dng, but in general moderate, rates of discount until 
1916, when they went to a moderate premium. After 
April 191 7, the distinctive feature was the extraordinary 
depreciation of the dollar in certain neutral countries. 
The explanation of the changes in each group of rates is 
fundamentally the same. The dollar went to a premium 
in the belligerent countries because our balance of pay- 
ments with those countries was enormously favorable 
to us, so much so that, even had there been no embargoes 
on the export of gold, it would have been a physical im- 
possibility for the European belhgerents to provide 
sufficient gold to right the balance and the exchanges. 
On the other hand, the dollar went to a marked discount 
in neutral markets after our entry into the war chiefly 
because our balances with those countries were un- 
favorable to us, and we, to protect our gold holdings as 
a basis for credit, were unwilling to part with the gold 
necessary to right the balances. 

This was true of exchange on the Netherlands, 
Sweden and the other Scandinavian countries,^ Argen- 
tina, Chile, Uruguay, and most of the other Latin 
American countries, with the notable exception of 
Brazil, for whose principal products there was no war 
demand, and whose heavy interest charges on foreign 
capital, combined with the lavish emission of incon- 
vertible paper currency, made the balance of payments 
of that coxmtry adverse, and drove exchange in Rio de 
Janeiro to a heavy discoxmt.^ The case of Spain, where 
the dollar went to a heavy discount (the peseta being 
quoted at the average rate of $.281, or 45.6 per cent 
premium on the peseta, in April 1918) is perhaps a 
special one, since our trade balance with Spain was 
favorable to us by an ample margin. It has been de- 
clared by excellent authority that the discount on the 
dollar in Madrid was due in part to the fact that the 
Bank of Spain, the ultimate depository of all gold that 
enters the country, placed an arbitrary and unwarranted 
purchase price on the American gold dollar, rating it at 
a parity of 5.03 pesetas, or at a discount of 3 per cent 
below the intrinsic mint par.* This fact, however, 
would scarcely account for a discount of 40 to 45 per 

1 " At the close of the sixty days set for the syndicate, $280,000,000 
were withdrawn at 961, $40,000,000 sold to the public at 98, and 
the remaining |i 80,000,000 distributed to members of the syndicate 
through whom the bonds were sold in the open market." J. Lawrence 
Laughlin, Credit of the Nations, p. 360. 

2 An important factor in the favorable balances of the Scandinavian 
countries was the earnings of their shipping. 

5 For discussion of the Latin American exchanges see John H. 
Williams, " Latin American Foreign Exchange and International 
Balances during the War," Quarterly Journal of Economics, May, 1919, 
pp. 422-465. 

* John E. Gardin, " The Finances of Nations as Reflected in Inter- 
national Exchange," The Americas, May, 1917, p. 3. 
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cent, such as occurred in the first half of 1918. The 
fact is that on the trade with all countries the Spanish 
balance was favorable, and that the necessary correc- 
tive of the Madrid exchange was an inflow of gold. 
When in the summer and fall of 1918 gold was released 
from New York to Spain, the rate fell with striking 
suddenness. By October the peseta was at $.2002, 
only 3.7 per cent above par.' 

In the accompanying chart is shown the course of the 
principal exchanges on New York, from January 1914 
to April 1919. The curves are based on monthly aver- 
ages of the highest and lowest monthly quotations. To 
render the fluctuations comparable, the original items 
are expressed in terms of their percentage deviations 
from par. The shaded strip above and below the par 
line indicates the normal limits of variation fixed by the 
normal gold shipping points. 

The remarkable abnormality of the exchanges after 
the fall of 191 7, when an embargo was placed on the 
export of gold from the United States, made necessary 
the resort to a series of exchange stabilization arrange- 
ments by the United States and the Allies. By reason 
of the diminution of exports and the expansion of im- 
ports for war needs, combined with enormous issues of 
paper currency and the drain of gold reserves, Italian 
lire reached a discount of about 42 per cent, in the winter 
and spring of 1918. Then, on March 11, the IsHtuto 
Nazionale Per i Cambi (National Institute of Exchange) 
consisting of the three government banks of emission 
{Banco d^ Italia, Banco di NapoU, and Banco di Sicilia) 
acting together with the other banks, began stabiliza- 
tion operations.*^ An official value for the lira was fixed 
weekly; credits were established in foreign banks; and 
it was decreed that in international commercial transac- 
tions payment for imports should be in lire, and pay- 
ments for exports should be settled in the money of the 
buyers. This procedure, which is just the reverse of 
the usual order of settlements, compelled foreigners to 
accept lire for what they sold to Italy, to name advance 
terms and prices in terms of lire, and therefore to strive 
to give lire a steadier valuation in trade. From June to 
September 1918, lire in New York improved from 8.987 
per dollar to 6.365 per dollar, or in other words, advanced 
from a discount of 42 per cent to a discount of about 19 
per cent. From September they remained steady to 
February 1919. 

In the spring and summer of 19 18 there was made 
a series of " credit-exchange " arrangements, by the 
United States and the Allies with various neutral coun- 
tries. In January 1918, Great Britain and France 
entered into a " Grain Convention " with Argentina, 
whereby a credit of $200,000,000 was granted to those 
nations to finance the purchase of 2,500,000 tons of 

' Another cause for the discount of the dollar in neutral countries 
was the fact that sterling exchange was greatly depreciated in those 
markets while in New York it was artificially "pegged" at $4-76 tV 
which represented a discount of only 2 per cent. England was making 
large purchases in Spain, and that country was flooded with sterling 
exchange bills and balances, so that London exchange was at a great 
discount. Since sterling exchange was "pegged" at $4-76i''6 at New 
York, Spanish dealers sold their sterling balances and bought dollars, 



Argentine wheat of the 191 7-18 harvest. Shortly after- 
wards a similar credit was extended by Argentina to the 
United States, for $40,000,000 (subsequently increased 
to $too,ooo,ooo). In February 1918, the Uruguayan 
Congress sanctioned a credit of $15,000,000 to Great 
Britain; and in July, one of $20,000,000 to the United 
States. Similar arrangements were entered into with 
Spain, Bolivia, Peru, and India.^ 

These various "credit-exchange" agreements had as 
their main purpose the stabilization of exchange without 
resort to gold shipments. Their general character may 
be shown by a brief description of the arrangement be- 
tween Argentina and the United States. Under the 
system devised, the New York importer who bought 
goods in Argentina was permitted to settle by giving a 
check upon his New York bank to the Federal Reserve 
Bank, which sold him an order for pesos payable in 
Buenos Aires. The Argentine government, through the 
Banco de la Naclon, lent to our government (i. e., to 
the Federal Reserve Bank) the required pesos, delivered 
in Buenos Aires, to pay the bill to the Argentine ex- 
porter. The Banco dc la Nacion agreed not to draw 
upon the Federal Reserve Bank during the period of the 
credit-exchange arrangement. This arrangement was 
to continlie until the credit had grown to $100,000,000. 
By this arrangement the excessive supply of exchange 
in Buenos Aires, represented by the exports, was with- 
drawn from the exchange market. The result was that 
the New York rate on Buenos Aires, which had gone as 
high as $102.75 per hundred pesos (average for Decem- 
ber 191 7), or a discount on the dollar of 6.5 per cent, fell 
markedly toward par; by June 19 18, the premium on 
the peso was but 2.2 per cent. 

This brief account of some of the principal aspects of 
the exchange situation during the war indicates in some 
measure the confusion consequent upon the abnormal 
alterations in the currents of international commerce 
and finance occasioned by the war, and the abnormali- 
ties arising out of the obstruction of the free flow of 
gold to settle balances. Except when the rates are 
"pegged," their major fluctuations are governed by the 
changes in international balances and they afford some 
indication of the extent of those changes, and particu- 
larly of the enormous alteration of the balance of pay- 
ments of the United States, the main subject of the 
present study. Moreover, now that the war is at an 
end, and the exchanges are gradually being released 
from artificial control, their extraordinary condition has 
an important bearing upon the problem of the future 
course of merchandise trade. The depreciation of 
the European exchanges means a handicap upon the 
American exporter, whose selling price must be in- 
creased to cover the loss consequent upon the discount 

and then sold dollars and bought pesetas, as there was a greater profit 
in such a three cornered transaction than in the direct sale of pounds 
and the purchase of pesetas in London. This factor was probably of 
less importance in the depreciation of the dollar in neutral markets 
than the circumstance already mentioned, namely, the unfavorable 
balance of trade of the United States in neutral markets. 

* The Americas, March, 1918, p. 21. 

' Annual Report oj the Federal Reserve Board, 1918, p. 340. 
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on the foreign moneys in which his bills are drawn, the 144 American railroads having a mileage of one 

The European importer is at a similar disadvantage, hundred miles or more. Of these, 105 reported securi- 

American importers and European exporters are in an ties held abroad.^ The compilations are dated January 

advantageous position, for they can purchase bills on 31, 191 5; July 31, 191 5; July 31, 1916; and January 31, 

extraordinarily easy terms.^ In view of other and more 191 7. They show that the amounts held abroad on 

significant aspects of the international situation, the each date for which the computations were made were 

chief of which are the imperative present need of Europe as follows : 
for our exports and our present willingness and abihty ^ %2 TT2 m^'^'^^'™'- 

to extend credit, it is not probable that the mere fact J^^^^^y 3i. 1915 2,704,402,34 

' ^ July 31, 1915 2,223,510,229 $1,750,437,912 

of depreciated exchange wUl have a decisive mfluence j^iy ^^^ ^^^g 1,415,628,563 1,110,099,090 

upon our merchandise balance in the immediate future. January 31, 1917 1,185,811,486 924,542,646 

Ultimately, however, the corrective of the exchanges 

must be found in a duninution of our exports to Europe The amounts returned in each period were thus 

and an increase of our imports therefrom. stated: 

Par value Market value 

D. The Export OF Capital Six months ending July 31, '15 $480,892,135 $388,562,000 

Twelve months ending July 31, 
As has been said, the most important device em- 'j.5 807,881,666 641,338,822 

ployed in the regulation of the exchanges was the trans- Six months ending Jan. 31, '17 229,817,077 185,556,444 

fer of credits, either in the form of loans from this ^^^^j $1,518,680,878 $1,215,457,266 

side or the return of American securities from Europe. 

These movements constitute a major element in the Mr. Loree's investigations thus indicate that 56 per 
change that has been wrought by the war in our balance cent of the amount of American railroad securities held 
of international movements. The alterations in the abroad on January 31, 1915, had been returned to this 
investment account consisted of three main items: (i) country by January 31, 1917; or in other words, that 
the transfer of American securities from Europe to the the par value of such securities outstanding was re- 
United States; (2) loans floated privately in the United duced from $2,704,402,364 to $1,185,811,486, and that 
States by foreign nations; (3) credits established by the market value of the securities returned in this two- 
the United States government in favor of foreign gov- year period was $1,215,457,266. It is to be noted that 
emments engaged in war with the enemies of the United the sales were larger proportionally to July 31, 1916, 
States. than from that date to January 31, 1917. This falling- 
(a) The Return of American Securities. The return of off was probably due to the fact that France and Eng- 
American securities became noticeable in the spring and land were both contracting loans here and as collateral 
early summer of 191 4. The selling was chiefly from the were depositing American securities gathered from their 
Continent, and has been cited as evidence that the war investors. This practice would limit the selling; and it 
was foreseen, and prepared for, by the Central Powers, is probable that since January 1917, the sales have been 
With the outbreak of war the selling became general, relatively unimportant. 

and of such magnitude as to compel the temporary Mr. Loree's investigations related to railroad securi- 

closing of the New York Stock Exchange (July 31 to ties only. These constituted about four-fifths of the 

December 15, 191 4). No authoritative computation total value of American securities held abroad prior to 

has been made of the total value of securities returned the war.* For other than railroad securities no similar 

prior to January 191 5, but it has been variously esti- investigation has been made. In October 19 14, they 

mated at from $350,000,000 to $500,000,000; ^ it is were estimated by Dow, Jones & Co., on the basis of 

probable that the total sales to January 1915, were not returns from 114 corporations (railroad and other) to 

less than $400,000,000. From this date through Janu- be about $1,000,000,000. In April 1915, they were 

ary 191 7, we have the computations of Mr. L. F. Loree, estimated by the Annalist, which made particular in- 

President of the Delaware and Hudson Co. Mr. Loree's quiries as to foreign-held securities other than those of 

figures are based on inquiries addressed to all of our railroads, to be $682,000,000 (par value).^ This 

^ Germany, in particular, will have a considerable advantage in interest is in default there would be no income tax certificates in re- 
foreign trade on account of the very great depreciation of the mark, spect of coupons not paid, and to that extent the amount would be 

2 John J. Arnold, " The American Gold Fimd of 1914," Journal of underestimated, except as the facts have been determined by the 

Political Economy, July, 1915, p- 697- issuing company from other sources. 

' The following extract from a letter by Mr. Loree in the Commer- " There are no quotations on the American Exchanges for securi- 

cial and Financial Chronicle, September 30, 1916, p. 1167, gives some ties exchangeable for francs or pounds and it is not probable there 

details as to the method used and comments on the results: would be any transactions in such securities in this country. There 

" To the extent that sales of securities for foreign account were have however been several cases whereby the issuing road took up its 

made in American markets after the months in which the data were securities held in France. Further, where such bonds are in default, 

determined and before July 31st the return is understated. it may be that there will be issued in place thereof, when reorganiza- 

" The stocks were identified by entries in the transfer books of the tion is carried through, bonds payable in dollars, but the amount of 

issuing companies. To the extent that they may be carried in the such bonds in default is not great." 

names of domestic bankers, brokers or institutions for foreign holders, ^ See Bradstreet's, October 24, 1914, p. 690. The foreign holdings 

the amount would be understated. of United States steel on June i, 1914, were $122,404,500 (common) 

" The bonds were, in the main, identified by the slips filed by the and $27,514,200 (preferred), 
payee under the provisions of the Federal Income Tax Law. Where ^ Economic World, July 3, 1915, p. 12. 
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would mean a return of $318,000,000 of such securities. 
Assuming that the re-sale of these securities was in the 
same proportion as that of raUroad securities, and taking 
the commonly accepted estimate that prior to the war 
such securities were equal to about one-fourth^ of rail- 
road securities held abroad, the amount of these secu- 
rities returned would be about $304,000,000.^ As 
previously stated, there was a heavy return of securities 
in the summer and fall of 1914. These were mainly 
railroad securities, and their amount we have estimated 
at $400,000,000.^ Since their return antedated Mr. 
Loree's first investigation, they must be added to his 
figures. Some allowance must be made, too, for securi- 
ties returned since January 31, 191 7. As has been 
stated, however, the amount of these later returns has 
certainly been small, since not only was the residue then 
outstanding greatly reduced in amount but the bulk of 
it was deposited by the French and British governments 
as collateral for loans placed in this coxmtry. All told, 
it appears that the total re-sale of American securities 
by Europe amounted to about $2,000,000,000. 

(b) Foreign Private Loans Floated in the United States. 
A second major change in the investment item of our 
international balance during the war was the export of 
capital through loans floated in the United States by 
foreign nations. These loans were for various purposes, 
as indicated by their nature and source. Most important 
were the loans to belligerent European countries, floated 
prior to our entry into the war. The chief of them, down 
to August 1 9 16,* have already been mentioned, in the 
discussion of foreign exchange regulation. Other loans 
of similar sort and purpose followed.^ Loans to other 
governments, in Europe, the Americas, and Asia, were 
less important, the chief being four Canadian loans, 
in 1916 and 1917, which aggregated $200,000,000. 
Besides these, there were a large number of provincial 
and municipal loans, amounting to some $196,000,000, 
of which $104,000,000 were Canadian; and a smaller 
amount of railroad, industrial, and public utility loans, 
Canadian, Mexican, and Argentine.^ From August i, 
1 9 14, to January i, 191 7, loans floated in the United 
States amounted to $2,325,000,000, of which $175,000,- 
000 had been repaid.'' They were distributed as follows : 

Europe $1,893,400,000 

Canada 270,500,000 

Latin America 157,000,000 

China 5,000,000 

Total foreign loans $2,325,900,000 

Less amount repaid 175,000,000 

Net foreign investments ..... $2,150,900,000 

1 See Bradsireet's, October 24, 1914, p. 690; and the Economic 
World, September 30, 1916, p. 419. 

^ One-fourth of the market value of the railroad securities returned. 
' See above, p. 245. 

* See above, p. 245. The earliest loan, not mentioned in the text, was 
that of November 5, 1914, a one-year loan to France of $10,000,000, 
which was paid off at maturity. 

^ These loans, and aU others outstanding on January i, 191 9, are 
tabulated on p. 248 below. ^ See below, p. 248. 

' New York Journal of Commerce, January 2, 191 7. These figures 
include bank credits in some cases. 

* Ibid. ' Bradsireet's, March 31, 1917, p. 209. 



Of the loans to Europe, $1,858,400,000 went to the 
belligerent countries, and only $35,000,000 to neutrals. 
The loans to belligerent countries were divided as 
follows : ^ 



Great Britain 

France 

Russia 

Germany . . . . 
Canada 



$958,400,000 

695,000,000 

160,000,000 

45,000,000 

270,500,000 



Total $2,128,900,000 

Of the total, nearly $1,900,000,000 consisted of war 
loans. From January i, 1916, to the entry of the United 
States into the war there were issued a new British loan 
of $250,000,000 (of which tioo,ooo,ooo matured and was 
paid February i, 1918), and a French loan of $100,- 
000,000 secured convertible notes. These, with others, 
brought the total loans to March 31, 1917, up to $2,605,- 
867,000, of which $229,271,000 had been repaid, leaving 
a total outstanding of about $2,375,000,000. ^ 

From the figures given we may draw up a statement 
of the net outgoings of capital, exclusive of interest pay- 
ments, up to the date of the entry of the United States 
into the Great War: 

Loans to foreign countries $2,375,000,000 

American railroad securities returned, August i, 

1914 to January 31, 1915 400,000,000 

American railroad securities returned after 

January 31, 1915 1,215,457,000 

Other securities returned 304,000,000 

Deposits by American banks in London 100,000,000* 

$4,394,457,000 
* Bradsireet's, March 31, 1917, p. 209. 

On page 248 below is given a classified tabulation of 
all foreign loans placed in the United States up to, and 
outstanding on, January i, 1919. This statement was 
compiled by the Guaranty Trust Company, of New 
York, from the best available sources. It is based on an 
itemized list (not reproduced) which gives the date of 
issue, the date when each loan was offered in the United 
States, the date of maturity, the rate of interest, the 
original amount issued in the United States, and the 
amount outstanding on January i, 1919. Putting aside 
for the moment the credits established by the United 
States in favor of the governments associated with it in 
the war — by far the largest item in our lending pro- 
gram and for that reason separately treated later ^ — 
we have computed from this statement the total loans 
placed in the United States from August i, 1914 to 
January i, 1919, and outstanding on the latter date. 

In the accompanying table the loans are summarized 
by classes and countries. The table indicates that the 
amount outstanding on January i, 1919, was $1,689,- 
200,000, out of $1,750,900,000 originally placed in the 
United States. Since this is a statement of par value, 
to determine the amount of capital that went abroad 
the market value is estimated at 90 per cent, or $1,520,- 
100,000. Comparing these figures with those pre- 
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viously given for March 31, 191 7, it is clear that after 
our entry into the war there were no further loans of 
this character — save a Canadian government loan of 
$100,000,000 in July 191 7 and some minor issues of non- 
governmental character. On the contrary, there was a 

LOANS (OTHER THAN CREDITS ESTABLISHED BY 
THE GOVERNMENT) PLACED IN THE UNITED 
STATES FROM AUGUST i, 1914 TO JANUARY i, 
1919, AND AMOUNTS OUTSTANDING ON JANU- 
ARY I, 1919. 

(Units of $1,000,000) 

Original amount Amount now 

issued in outstanding in 

Class United States United States 

1. Government Loans 

Great Britain $700 $652 

France 450 450 

Canada 175 175 

Russia 85 85 

Argentina 30 30 

Germany 10 2 

Newfoundland 5 5 

Norway 5 5 

Switzerland 5 5 

China 5 5 

Panama 3.5 2.9 

Total $1473-5 $1416.9 

2. Municipal and Provincial 

Canada 104.6 103.8 

France 86 86 

Brazil and Chile 6 5.9 

Total $196.6 $195.7 

3. Railroad Loans 

Canada 27.1 23.4 

Argentina 15.0 15.0 

Total $42.1 $38.4 

4. Industrial Loans 

Canada 11. 2 10.7 

Total $11.2 $10.7 

5. Public Utility Loans 

Canada 26.2 26.2 

Australia 1.3 1.3 

Total $27.5 $27.5 

Grand Total $1750.9 $1689.2 

considerable reduction of the amount outstanding. In 
other words, since the entry of the United States into 
the war in April 191 7, our lending to the outside world 
has taken the form almost exclusively of direct ad- 
vances by the United States government in favor of the 
nations associated with us in the war. 

(c) Direct Advances by the United States Government 
to Foreign Governments. " By the Acts of Congress of 
April 24, 1917, and September 24, 1917, authority was 
vested in the Secretary of the Treasury, on behalf of 
the United States, with the approval of the President, 
to establish credits in favor of foreign governments 
engaged in war with the enemies of the United States, 
and to the extent of the credits so established, from 



time to time, to purchase at par from such foreign gov- 
ernments their several obligations . . . (such obliga- 
tions) to bear the same rate of interest and to contain 
in their essentials the same terms and conditions as 
those of the United States issued under the authority of 
the act, and under the terms of the act of September 24, 
to bear such rate or rates of interest, not less than the 
bonds of the United States, to mature at such and such 
dates, not later than the bonds of the United States then 
last issued under the authority of either act, and to con- 
tain such terms and conditions as might from time to 
time be determined by the Secretary of the Treasury." ^ 
Under these acts, direct loans to the Allies began 
immediately, the first being one of $200,000,000 to 
Great Britain, on April 25, 191 7. To September 25, 
191 7, the loans and credits agreed upon, under the act 
of April 24, were $2,426,400,000, of which the loans 
actually made amounted to $2,149,000,000. By Decem- 
ber 27, 19 1 7, the total loans authorized had increased to 
$4,236,400,000; by June 26, 1918 to $5,972,600,000; 
and by June i, 1919 — the appropriation having been 
extended by Congress to $10,000,000,000 — to about 
$9,500,000,000.^ The following table states the amount 
of cash advances and other charges actually made 
against the credits authorized, at various dates, down 
to the signing of the armistice. 

CASH ADVANCES AND OTHER CHARGES AGAINST 

CREDITS ESTABLISHED BY THE UNITED 

STATES GOVERNMENT* 

(In Units of $1,000,000) 

Nov. I, 191 7 June 26, igiS Nov. 15, 191Q 

Great Britain . . . $1,425 $3,055 $3,696 

France 820 1,645 2,170 

Italy 255 580 1,051 

Russia 159-7 187.7 i87-7 

Belgium 54.5 114.1 173.4 

Cuba .... 5 lo.o 

Serbia 3 7.6 10.6 

Greece .... .... 15.8 

Roumania .... .... 5 

Total $2,717.2 $5,594-4 $7,3i9-5 

* From Federal Reserve Bulletins, November i, 1918, p. 1059, and 
January i, 1919, p. 33. 

(d) Summary. It is now possible to summarize 
statement that has been given of the export of ca^jital 
from the United States during the war. It consisted of 
three elements: the return of American securities, 
which began in great volume at the outbreak of war and 
continued to be large until July 1916, after which date 
there was a marked diminution; private loans of various 
sorts floated in the United States, which were of little 
importance prior to the fall of 191 5 and virtually came 
to an end in April 191 7; and direct loans by the United 
States government, which began in April 191 7 and have 
expanded at an extraordinary pace down to the present 
time. The data presented indicate a total net export of 

' Annual Report of Secretary of the Treasury, 1917, p. 17. 
2 Federal Reserve Bulletin, June i, 1919, p. 526. 
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capital during the war period of $10,839,600,000, 
distributed as follows : 



Securities returned from Europe 

Private loans floated in the United States . . . 
Direct advances of the United States govern- 
ment 



8)2,000,000,000 

1,520,100,000 

7>3i9.5oo.ooo 
$10,839,600,000 

This extraordinary sum is almost equal to the bal- 
ance of merchandise trade for the entire war period — 
$11,808,000,000. Of the total amount, $2,000,000 rep- 
resents the withdrawal of European capital from the 
United States; the remaining $8,800,000,000 consti- 
tutes the new lerding of American capital to the outside 
world. The export of this vast sum, in four years and a 
half of war, places the United States second only to 
Great Britain in volume of foreign investment. 

The accompanying table gives a classified summary 
of all foreign loans placed in the United States and out- 
standing on January i, 1919. This statement was com- 
piled by the Guaranty Trust Company, of New York, 
and accounts for a total of $9,483,327,330 of American 
capital abroad at the end of 191 8. 

E. Shipping 
The remaining important factor in our international 
balance is the shipping item. In 1914, only 11.4 per 
cent of our total foreign trade was carried in American 
vessels. The inroads of German submarines, at a time 
when war was making increased demands on the woild's 



shipping, compelled the United States to revive its mer- 
chant fleet which had virtually ceased to exist — in the 
foreign trade — since the Civil War period. Mention 
has already been made of the extraordinary situation 
that existed in August 191 4, when to move our exports 
it was necessary to enact emergency legislation provid- 
ing for admission of foreign-built ships to American 
registry, and to establish the War Risk Insurance 
Bureau. By June 30, 191 5, the total tonnage of ocean 
carriers (steam and sail) under American registry was 
1,862,714 gross tons;^ and by June 3c, 1916, it was 
2,185,008 tons. This was the largest tonnage under the 
American flag since 1863, when the United States had 
2,026,114 gross tons engaged in foreign tiade. It repre- 
sented an increase over the tonnage of June 30, 1914, of 
1,118,720 tons, or 105 per cent. 

Since our entrance into the war the expansion of our 
merchant marine has proceeded at an extraordinary 
pace. On December 31, 1918, the total number of 
vessels, other than paihng vessels, employed under the 
United States flag was 2072 having a dead weight ton- 
nage of 7,881,276.^ The result of this expansion of our 

1 Statistical Abstract of the United States, 1916, p. 326: the steam 
tonnage was 1,573,705. 

2 Report of United States Shipping Board, December 31, 1918, pre- 
pared by Division of Planning and Statistics, table 2. The Second 
Annual Report of the United States Shipping Board, December i, 1918, 
p. 55, shows that something less than 40 per cent of the tonnage con- 
trolled by the Board was owned, and that the remainder was under 
charter or requisitioned. 



SUMMARY BY COUNTRIES OF FOREIGN GOVERNMENT, STATE, MUNICIPAL, AND CORPORATE LOANS 
PLACED IN THE UNITED STATES AND OUTSTANDING ON JANUARY i, 1919 * 



Country 



Canada and Newfoundland 

Mexico 

Cuba 

Panama 

Santo Domingo 

Argentina 

Bolivia 

Brazil 

Chile 

Peru 

Great Britain 

France 

Germany 

Russia 

Belgium 

Italy 

Greece 

Rouraania 

Serbia 

Norway 

Switzerland 

Denmark 

China 

Japan 

Australia 

Total 



Government 



$180,000,000 

500,000 

10,000,000 

2,911,000 

12,868,350 

32,720,000 

4,526,000 



1 ,000,000 

733,423,000 

449,500,000 

2,000,000 

85,000,000 



5,000,000 
5,000,000 

I 2,500,000 
102,552,000 



$1,639,500,350 



State and 
municipal 



5,500,000 
394,200 



176,400 
250,000 



$213,381,262 



Corporation 



Railroad 



$63,349,000 
128,087,675 



IS 



$206,436,675 



Public utility 



71,767,500 



1,250,000 



$73,017,500 



Industrial 



31,486,793 



31,486,793 



Total 



$462,663,955 

128,587,675 

10,000,000 

2,911,000 

12,868,350 

47,720,000 

4,526,000 

5,500,000 

394,200 

1 ,000,000 

733,423,000 

535,500,000 

2,000,000 

85,000,000 



5,000,000 

5,000,000 

176,400 

12,500,000 

107,802,000 

1,250,000 



$2,163,822,580 



Cash advances 
and other charges 
against credits 
established by 
United States 
(up to Nov. 15, 
1918) 



$10,000,000 



3,696,000,000 
2,I7O,00O,C 

187,729,750 

173,380,000 

1,051,000,000 

15,790,000 

5,000,000 

10,605,000 



■,319,504,750 



Grand total 



$462,663,955 

128,587,675 

20,000,000 

2,911,000 

12,868,350 

47,720,000 

4,526,000 

5,500,000 

394,200 

1,000,000 

4,429)423,000 

''05,500,000 

!,000,000 

',729,750 

I,, ,380,000 

1,051,000,000 

15,790,000 

5,000,000 

10,605,000 

5,000,000 

5,000,000 

176,400 

12,500,000 

107,802,000 

1,250,000 



1,483,327,3,^0 



* The foregoing list does not include subscriptions to foreign internal loans, with the exception of the French government internal 5's 
due in 1931 and the Russian government internal s\'s due 1926, as there is very little information published on these items. The difference 
between these totals and those on the preceding page represents loans placed in the United States before August i, 1914. 
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merchant marine has been a marked increase in the 
percentage of exports and imports carried in American 
vessels. This is shown in the folJowing table: 

IMPORTS AND EXPORTS OF THE UNITED STATES 

CARRIED IN AMERICAN AND FOREIGN 

VESSELS, 1914-18 

(Units of $1,000) 



Exports 


Imports 




In American 

vessels 


In foreign 

vessels 


Per cent 

American 

vessels 


In American 

vessels 


In foreign 
vessels 


Per cent 
American 

vessels 


1914 .. 

1915 .. 

1916 . . 

1917 .. 

1918 .. 


169,436 
290,597 
499,035 
794,604 

969,434 


1,878,324 

2,175,759 
3,327,030 
4,637,151 
4,132,546 


8.3 

II.8 
13-0 
14.6 
18.9 


198,924 
281,646 
449,872 
648,256 

717,777 


1,538,785 

1,244,935 
1,550,102 
1,706,482 
1,850,054 


11.4 
18.4 
22.5 

27-5 
35-9 



For the period July i, 1914 to January i, 1919, the 
total imports in foreign vessels amounted to $7,226,- 
077,000, and the exports in American vessels to $3,062,- 
969,000. On the former figure freight charges were 
payable by the United States to foreign countries, and 
on the latter figure freight charges were receivable. In 
estimating the amount of these charges the percentage 
of freight costs to value carried which we have used for 
the pre-war period is not applicable, owing to the great 
alterations that have taken place during the war in both 
freight rates and value of cargo. The percentages which 
we shall use are based on data made available to the 
Review by the Shipping Board and the War Trade 
Board. For the six-months period January to June, 
19 1 8, an investigation was made of the effect of the 
shipping item on the United States trade balance with 
thirteen neutral countries viz.: (a) European neutrals 
— Denmark, Holland, Norway, Spain, Sweden, and 
Switzerland; (b) South American countries — Ar- 
gentina, Brazil, Chile, Peru, and Uruguay; and (c) 
Far Eastern countries — China and Japan. In ascer- 
taining and allocating freight payments on imports, the 
first step in the investigation was to arrive at a freight 
rate to be applied on the tonnage of imports for the 
period in question. Average monthly and quarterly 
quotations for certain designated commodities were 
secured from thirty shipping companies in New York 
which had brought goods into the United States from 
the countries named during the six-months period. In 
addition, the actual rates paid on imports were tran- 
scribed from the books of a well-known New York house, 
and representative rates on the chief imports and on 
general cargo from the Far East to Pacific ports were 
secured through the Division of Operation of the 
Shipping Board at San Francisco. 

Whenever a single commodity was of particular im- 
portance either because of the quantity imported or 
because of its character, the actual commodity rate was 
used in the calculations. From the figures thus secured, 
there was constructed the average or representative rate 
on imports from each country. This rate, applied to the 



tonnage of imports for the period in question, gave the 
total freight charge on commodities brought in during 
the period from each country. 

This total charge was then apportioned to American 
merchant vessels and to the merchant vessels of the 
various foreign countries engaged in our import trade, 
on the basis of the Shipping Board records showing 
control and distribution of the shipping engaged in our 
foreign trade with the thirteen countries, and of the 
records of the Bureau of Foreign and Domestic Com- 
merce showing the value of imports for the six-months 
period by the nationality of ships carrying the goods. 
The results show ^ that on imports amounting to 
$507,306,907, the total freight charge was $68,910,762, 
or 13.6 per cent of the value of the imports. A similar 
investigation of exports showed that on exports to the 
thirteen countries in the same six-months period, 
amounting to $355,400,000, the total freight charge was 
$110,700,000, or 31.2 per cent of the value of the 
exports. Though these figures refer only to our trade 
with thirteen countries for a single half-year they give 
us the best indication available as to the proportion 
which freight expense bore to value of goods carried 
during the war. For 191 5 these percentages would be 
too high, since the rise in freight rates in that year was 
relatively slight compared with later years. According 
to the Statist,"^ homeward rates to England in 1 915 were 
about two and a half times those of 1914, a year in which 
prior to the outbreak of war freight rates had been 
unusually low.^ But in 1916, homeward rates to Eng- 
land were nine times those of 19 14; while the New York 
to Liverpool wheat rate had increased six-fold.'* Under 
Shipping Board regulation, rates were prevented from 
going higher and in many instances were somewhat 
reduced.* 

In general, it is probable that the percentages of 
freight expense to value of imports and exports shown 
by the investigations of the Shipping Board and the 

' Freight Expense on Imports to the United States from 
Thirteen Countries, January to June igi8 



Countries 


Value of imports 


Total freight 
expense 


Freights paid by 
United States for 
foreign shipping 


Denmark 


1432,718 

5,172,966 

860,174 

8,399,700 

3,606,925 

8,082,370 

120,898,785 

55,323,976 

72,924,612 

19,132,665 

12,901,352 

59,648,989 

139,921,775 


133,413 

16,654 

107,871 

3,094,707 

127,680 

37,640 

7,329,550 

11,559,852 

23,626,117 

2,058,710 

903,236 

5,492,478 

14,522,855 


133,096 

16,234 

107,762 

3,006,817 

124,526 

37,328 

6,430,214 

9.171,259 

15,231,749 

192,078 

726,202 

4,116,612 

14,293,394 


Holland 






Sweden 








Chile 


Peru 


Uruguay 

China 






Total 


l507,3°6,907 


$68,910,762 


$53,487,270 



2 February 26, 1916, p. 354. 
' See Bradstreei's, January 3, 1914, p. 11. 
* Statistical Abstract of the United States, 1916, p. 318. 
^ See Second Annual Report of the United States Shipping Board, 
p. 70. 
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War Trade Board are somewhat too high for 191 5 and 
somewhat too low for 1916 and 191 7: but that for the 
whole war period they indicate roughly (and at any rate 
better than any other data available) the proportion of 
freight cost to value of cargo. We shall use the propor- 
tions of 15 per cent in the case of imports and 30 per 
cent in the case of exports. On this basis, the freight 
expense payable by the United States on imports car- 
ried in foreign vessels ($7,226,077,000) was $1,083,- 
912,000, and the amount receivable from foreign 
countries on exports carried in American vessels 
($3,062,969,000) was $918,891,000, so that the net 
outward payment amounted to only $165,021,000. 

Of greater consequence for the balance of payments 
were the payments for foreign shipping chartered to the 
United States. The official investigation to which we 
have referred showed that for the six-months period 
January to June 191 8, the total payments on this ac- 
count were $87,135,000. Assuming that payments in 
the last half of 19 17 and in the last half of 191 8 were in 
the same volume, the total for the period June 191 7 to 
December 1918 would be $261,405,000.^ 

The remaining shipping item affecting the balance is 
marine insurance. So far as its effect on the balance is 
concerned, this item is one of minor importance. Of the 
insurance premiums collected for carrying marine and 
war risks in our foreign trade the only element that 
enters into the balance of international payments is the 
excess of premiums received over losses paid; and of 
this excess only that portion which remains as net 
profit after operating expenses in the United States are 
deducted. 

In the investigation made by the War Trade Board 
and the Shipping Board the ratio of profit to premium 
was placed at 10 per cent, on the authority of " the best 
informed underwriters," but was regarded as " subject 
to an unknown error." The usual practice is to issue 
insurance policies in the country of origin of cargo; so 
that the premiums are paid in the first instance in the 
exporting country. The expense portion is expended 
there and the profit element is forwarded to the country 
where the head office of the insurance company is 
situated, which may be another country than the 
two engaged in trade. The importing country would 
reimburse the exporting country for the premium 
advanced by it. Thus on exports from the United 
States to Argentina, the insurance might be written by 
a New York branch of a British company, and the 
premium paid to this New York office. The profit 
element would eventually go to England. The Argen- 
tine importer, the ultimate payer of the premium, 
would remit to New York. This simple example is 

1 Information just received from the U. S. Shipping Board would 
indicate that the above figure did not exceed f2i4,ooo,oc», covering 
both purchases and charters. 



2 Paid by United States on imports . . . 
Received by United States on exports . 

Net debit 

' Economic World, May 17, 1919, p. 710. 



(Units of $1 


,000) 


Marine 


War risk 


insurance 


insurance 


$1,883 


$2,191 


i,oS7 


1,941 



$826 



$250 



sufficient to indicate how complicated is the task of 
computing those portions of marine insurance which 
enter into the balance of payments. The element of 
error is large, since profits fluctuate, and also the excess 
of premiums over losses, out of which expenses and 
profits are paid; so that any proportion of profits to 
premiums, or of profits to excess of premiums over 
losses, which is assumed for the purpose of calculating 
international remittances, is subject to so considerable 
an error as to be of little value. Moreover, even if these 
proportions could be satisfactorily ascertained, as well 
as the proportion of insurance underwritten by domestic 
companies and by foreign companies, it by no means 
follows that all of the profits earned by American 
branches are remitted to the home offices of the com- 
panies. A proportion of the profits might be retained 
to provide additional funds for a growing business. 

As has been said, however, this item is too small to 
exercise any appreciable effect on the balance of inter- 
national payments. The official investigation that has 
been cited showed that on the trade between the United 
States and the thirteen countries studied, the net pay- 
ments for the period January to June 1918 were $1,077,- 
000 ^ " against " the United States. 

A broader investigation has been made by the 
Spectator, of New York. It covers fire, as well as marine, 
insurance, and is based on a compilation of the net 
amounts which the United States branches of seventy- 
two foreign fire and marine insurance companies re- 
mitted to or received from their respective home offices 
in each year from 1914 to 1918. The aggregate net 
remittances from the United States were as follows : 

1914 $791,796 

1915 3.65i>6o6 

1916 2,594,534 

1917 1,534,808 

1918 394,567 

Total $8,967,311 

The small net remittance of 1918, despite the known 
fact that the American marine and fire insurance busi- 
ness done by the companies in 1918 was exceptionally 
profitable, was due to the increase in volume of business 
done, which necessitated the retention of earnings on 
this side to provide for adequate reserve requirements.^ 
The conclusion is justified, therefore, that on account 
of ocean shipping the United States, during the war 
period, was a debtor for $165,000,000 of freight charges 
on imports and for $261,000,000 of payments for foreign 
ships chartered, a total of $426,000,000. To this item 
should be added a further charge of a few millions for 
insurance. 

F. Other Items in the Balance of Payments 

The items that have been mentioned — • merchandise, 
specie, capital, and shipping charges — are the ite. 
chiefly responsible for the profound change wrought b, 
the war in our balance of international payments. The 
remaining items may be mentioned briefly. Tourists' 
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expenditures, so large an item in the pre-war period, 
almost came to an end Avith the outbreak of war. 
Immigrants' remittances are estimated at the pre-war 
figure, $150,000,000 a year, or about $600,000,000 for 
the period of the war. 

The most important item remaining is interest pay- 
ments on capital. These payments can be only roughly 
approximated. Prior to the war, the foreign capital in- 
vested abroad by Americans was about $1,500,000,000, 
and the interest charge thereon was about $75,000,000. 
Prior to the loans to support exchange, in the fall of 
191 5, there was but little lending by the United States 
to foreign countries, and the interest charge in 191 5 is 
estimated at $100,000,000. For the later years of the 
war we compute at 5I per cent the interest on the total 
amount of capital outstanding at the beginning and at 
the end of each year, and by averaging the two figures 
thus obtained secure a figure which may be regarded as 
approximately indicative of the amount of interest 
within the year. 

The statement of the Guaranty Trust Company, 
already given, accounts for foreign capital outstanding 
on January i, 1919, in the form of public and private 
loans, of $9,483,327,330. It does not include American 
capital in foreign oil properties, mines, and agricultural 
land ; or that of branch banks, trading houses, insurance 
companies, and the like. Including these, the total of 
American capital in foreign countries would be not Jess 
than $10,500,000,000. At 55 per cent the interest on 
this sum is about $575,000,000. But a great part of 
the total capital outstanding consists of the enormous 
government credits to the Allies. The amount of these 
gi anted and used between November i, 191 7, and 
November 15, 1918, was $4,602,300,000; so that the 
total interest charge on capital abroad at the end of 
1 91 7 was about $325,000,000. On January i, 191 7, the 
total of private loans placed in the United States during 
the war was $2,325,000,000; adding our pre-war in- 
vestments abroad ($1,500,000,000) we have $3,800,000,- 
000, on which the interest charge would be $2 10,000,000. 
If we take an average of the interest payments as given, 
at the beginning and the end of each year named, we 
have $450,000,000 in 1918, $268,000,000 in 1917, and 
$155,000,000 in 1916. Adding $100,000,000 for 1915, 
and $40,000,000 for the second half of 1914, the 
total interest payments for the period July 1914- 
December 1919 were about $1,010,000,000. 

From this sum is to be deducted interest payments 
owed by the United States on foreign capital invested 
here. These charges have dwindled as American securi- 
ties have been returned to this side. On securities still 
remaining the interest charge is naturally lower than on 
the war^loans which comprise the bulk of European 
indebtedness to the United States. Prior to the war the 
annual^ interest p ayments were about $200,000,000. 
Computing interest at 4 per cent on Mr. Loree's par 
value figures of railroad securities (increased by 25 per 
cent to include other than railroad securities) outstand- 
ing on the various dates of his compilations, the amounts 



of interest are as follows: $135,000,000, January 31, 
1915; $111,000,000, July 31, 1915; $71,000,000, July 
31,1916; and $59,000,000 January 31, 191 7. From the 
averages of the amounts stated at the beginning and 
end of each period given, we may estimate the interest 
charge paid on foreign capital owned abroad as $84,000,- 
000 in the last half of 1914; $55,000,000 for the first 
half of 191 5; $9i,ooo,ooofor the twelvemonths July 31, 
191 5 to July 31, 1916; and $30,000,000 for the period 
July 31, 1916 to January 31, 1917. In 1917 and 1918, 
the interest payments are estimated at $50,000,000 a 
year. The total payments for the war period (July i, 
1914 to January i, 1919) were thus about $360,000,000. 
From these estimates it appears that the net amount to 
be credited to the United States for interest was 
$650,000,000. 

G. The Balance of International Payments 

In the accompanying tables we present the balance 
of international payments of the United States for the 
period of the war, July i, 1914 to December 31, 1918. 
The first table presents in detail the various items which 
gave rise to payments to the United States and those 
which required payments from the United States. 

BALANCE OF INTERNATIONAL PAYMENTS OF 

THE UNITED STATES, JULY i, 1914 

TO DECEMBER 31, 1918 

(Units of $1,000,000) 

Credit Debit 

1. Exports of merchandise and silver .... $22,974 

2. Exports of gold 739 

3. Interest on American capital abroad .. . 1,010 

4. Freight payments receivable on exports 
carried in American vessels 919 

1. Imports of merchandise and silver .... $11,166 

2. Imports of gold 1,768 

3. American securities returned from 

Europe 2,000 

4. Public and private loans to foreign 

countries 8,840 

5. Interest on foreign capital in the United 

States 360 

6. Freight payments payable on imports 

carried in foreign vessels 1,084 

7. Payments for the chartering of foreign 

vessels 261 

8. Immigrants' remittances 600 

Totals $25,642 $26,079* 

Net balance f 437 

* The marine and other insurance payments which we have com- 
puted constitute so small a sum ($9,000,000), and the element of error 
in computation is so uncertain, that this item is omitted from the 
balance. 

t Probably covered by cash balances of foreign banks in the United 
States, credits extended and not used, and such other items as mer- 
chandise exports paid for but not sent forward within the period. 

The second table presents what we have called the 
"balance of international indebtedness"; in other 
words, for each item giving rise to payments to and 
payments from the United States there is stated the net 
credit or debit balance, as the case may be: 
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BALANCE OF INDUSTRIAL INDEBTEDNESS OF banks in the United States, which are known to have 

THE UNITED STATES, JULY i, 1914 grown notably during the war,^ by credits advanced 

TO DECEMBER 31, 1918 and not used within the period, by merchandise paid 

(Units of $1,000,000) fo^" ^^'^ i^ot exported within the period, and other items 

Credit Debit Qf gimijar nature. 

1. Excess of exports of merchandise and 

silver $11,808 

2. Net interest payments receivable 650 JIJ_ OUR NEW BALANCE OF TRADE 

1. Net imports of gold $1,029 In our pre-war balance of trade the essential fact was 

2. American securities returned from that our excess of exports, of about $487,000,000 a year, 

™P^ ^'°°° was offset by sundry items of indebtedness, of which 

2. Public and private loans to foreign ,, , . . . ^ ^ f • -, 1 • • . > 

. ^ g g the chief were mterest on foreign capital, immigrants 

Net freight charges 16 < remittances, tourists' expenditures, and freight pay- 

5. Payments for the chartering of foreign ments. The main conclusion from the foregoing study 
vessels 261 of the war balance is that during the war our huge sur- 

6. Immigrants' remittances 600 plug of exports, averaging $2,624,000,000, was offset 

s$i2,458 $12,895 chiefly by the export of capital, in the form of loans to 

Net debit 437 foreign countries and the purchase of American securi- 

ties from Europe. What is the present state of our 

This table shows in summary form what the offsetting balance of international indebtedness, and what is it 

payments were against our huge surplus of merchandise likely to be ? 

exports. It indicates that the chief offset was the Our enormous exports have been caused by abnormal 

export of capital in the form of American securities needs, those of war; they have been financed by ab- 

returned from abroad and of public and private loans normal means, by American loans. This process has not 

made by the United States to foreign countries. These ended with the wai. On December 9, 1918, Secretary 

two items comprise $10,840,000,000, or about 85 per McAdoo in a letter to Congress asked for an extension 

cent of the debit side of the balance. Next in impor- of one year in which to make further credit advances to 

tance are the net imports of gold, amounting to $1,040,- the Allies out of the $10,000,000,000 appropriated for 

000,000. The remaining items are smaller in amount, that purpose. At that time the credits extended were 

their total being $1,026,000,000. The shipping items, $8,500,000,000, of which $7,608,000,000 had been made 

as shown in detail in the first table, constitute a con- available in cash. In a letter to the Ways and Means 

siderable sum, amounting in all to $2,264,000,000, when Committee, he expressed the belief that the require- 

we count the payments both ways. And of this $2,003,- ments of the AUied governments from us for purposes of 

000,000 was for freight payments to and from the reconstruction could be covered by the remainder of the 

United States. On balance, however, as shown in the appropriation, $1,500,000,000. These requirements are 

second table, the net payments on account of ship- our own exports. In June, 1919, the total credits made 

ping were a minor item — only $426,000,000. It is in- available in cash to the Allies were $9,500,000,000. In 

teresting to note that for the war period as a whole, the addition, we have the $1,000,000,000 capital of the 

shipping account shows on balance a net debit against Finance Corporation, which grants credits to American 

the United States, despite the growth of our merchant exporters. Exports from the United States in the first 

fleet. This is due mainly to two circumstances: (i) the half-year after the armistice (November to April) were 

payments for chartering foreign vessels; and (2) the $3,619,000,000, as against $3,175,000,000 in the last 

fact that our merchant fleet, though steadily growing half of 1918. Of the total, $2,294,650,000 went to 

during the whole period, did not attain to very consider- Europe.^ 

able proportions until the last year of the war, when our A state of things so abnormal cannot continue in- 

shipbuilding program got well under way, while even in definitely. Many elementr in our international situa- 

that year the greater part of our foreign trade was still tion will operate to reduce the period to a minimum, 

being carried in foreign vessels. The unpegging of the exchanges was a first important 

When we balance total credits against total debits we step towaid normal conditions of trade. The fall of the 

find that the difference between our export balance plus rates from their artificially maintained level terds of 

interest received and the total of the debits arising out itself to encourage European exports and to discourage 

of exports of capital, gold imports, shipping charges, ours. Moreover, the financial position of Europe makes 

and immigrants' remittances, amounted to a net debit such a change imperative at the earliest possible date, 

balance of $437,000,000. This amount is probably To establish her solvency, Europe will bend her efforts 

represented by the increase of cash balances of foreign to cut down imports to the barest essentials, stop 

1 Data on cash balances are on record with the Division of Foreign For the fiscal year ending June 30, 1919 exports were $6,806,000,000 

Exchange of the Federal Reserve Board, but for reasons of public (the largest in our history), imports were $3,102,000,000, and the 

poUcy the United States Treasury Department, acting on a request balance $3,704,000,000 in favor of the United States. This is the 

by the President, withholds them from pubUcation. largest balance in our history. These are the prehminary figures 

- Exports in May were $606,379,599, and imports $328,927,139. announced by the Department of Commerce, July i. 



